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ECB WORKSHOP ON THE ANALYSIS OF THE MONEY MARKET 
 
On 14 and 15 November 2007, Alain Durré, Huw Pill and Diego Rodriguez-Palenzuela of the ECB’s 
Monetary Policy Stance Division organised a central bank workshop titled “The Analysis of the Money 
Market: Role, Challenges and Implications from the Monetary Policy Perspective”. This workshop 
provided an opportunity for participating central bank experts to exchange views and foster debate, also 
in interaction with international organizations and academic institutions. The first day of the workshop 
addressed issues related to the macro-perspective of the money market, drawing on the experiences of a 
large number of countries. The second day adopted a micro-perspective on the money market, looking 
in particular at trading behaviour in the overnight money market and its implications for the evolution 
of spreads. 
 
A first version of this paper was presented at this workshop. The papers presented at the time of the 
workshop did not consider the potential implications of the financial turmoil for the results of the 
paper, given that the tensions in money markets emerged in August 2007. The published version of 
these papers represents an update of the original paper, which incorporates the discussion which took 
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The tender spread, i.e. the difference between the effective price for money in the 
ECB’s main refinancing operations and the prevailing policy rate, is one of the main 
determinants behind the evolution of the EONIA with respect to the ECB’s 
operational target. This study assesses the reasons for which the average tender spread 
did not reduce after the banks’ demand for liquidity was isolated from their interest 
rate expectations in March 2004. The paper offers two potential explanations for the 
unexpected behavior. First, following the increased precision in the ECB’s liquidity 
provision after the end-of- period fine tuning operations were added to the regularly 
applied tools, even a small bias in the liquidity supply could have resulted in a strictly 
positive tender spread. Second, banks’ uncertainty over their individual allotments in 
the tender operations may have led to a strictly positive tender spread. Furthermore, 
the significant growth in the refinancing volumes may have intensified the allotment 
uncertainty. 
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The interbank overnight rate is the focal point of the money markets, as it is the starting 
point of the term structure of interest rates. The importance of the overnight market is 
further emphasized by the fact that the overnight rate is widely used as an operational 
target for the monetary policy implementation. To interpret correctly the information 
contained in the evolution of the overnight rate, one needs to understand all relevant 
determinants affecting this rate. This study analyzes the behavior of the difference between 
the effective price for money and the monetary policy steering rate (the tender spread) in 
the euro area. The tender spread is one of the key drivers behind the evolution of the 
EONIA with respect to the policy rate. 
 
Previously, it has been shown that, banks' expectations on intra reserve maintenance period 
changes in the official interest rates result in a non-zero average tender spread. In March 
2004, the timing of the reserve maintenance periods was adjusted so that possible rate 
changes now coincide with the change of the periods. This should have isolated banks' 
demand for central bank reserves form their interest rate expectations. Whereas the 
stability of the shortest rates was improved after the March 2004 reform, the tender spread 
did not vanish. Contrary to ex ante expectations, the mean difference between the effective 
price for money and the ECB policy rate was wider in 2005 and 2006 than in any single 
year after 2000, when the ECB switched from fixed to variable rate liquidity tenders.  
 
This paper offers two explanations for the unexpected behavior of the effective tender rate. 
First, the interest rate elasticity of the demand for liquidity in the final central bank 
operation has decreased considerably after the ECB has de facto added final day fine 
tuning operations to its regularly used procedures. When this is combined with the ECB's 
quantity oriented liquidity policy, it is possible that even a small bias (genuine or 
perceived) in the liquidity supply may result in a strictly positive tender spread. Second, we 
argue that banks' risk aversion and money market inefficiencies may result in a strictly 
positive tender spread even, if the central bank liquidity supply was unbiased and the banks 
did not anticipate any intra period rate changes. Here, the driving force behind the tender 
spread would be uncertainty over the individual allotments in the ECB operations. 
Furthermore, we show that the maximum spread resulting from this kind of allotment 
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